Despite its theoretical and managerial significance, subsidiary entrepreneurship and its effects 16 on subsidiary contribution remain underexplored in the literature. We propose that subsidiary 17 entrepreneurship encourages more creative strategic responses to escalating environmental 18 change. We explore the direct and mediating effects of subsidiary entrepreneurship on 19 subsidiary contribution to the MNC, particularly subsidiary strategy creativity. We use 20 structural equation modelling to test our propositions on data generated from surveying the 21 population of Irish subsidiaries of foreign MNCs, and find strong support for our theoretical 22 predictions. The managerial implications of subsidiary entrepreneurship in generating creative 23 strategy, prompting strategic initiatives and improving performance are discussed. 24
Introduction

35
The contemporary MNC must co-ordinate the activities of a complex network of subsidiaries operating in diverse 36 environments to create competitive advantage (Andersson et al., 2007) . Yet while the benefits of individual subsidiaries 37 interacting with their particular local environment to create knowledge and initiatives for dissemination across the MNC is 38 increasingly accepted (Almeida and Phene, 2004; Birkinshaw et al., 1998; Hansen and Lovas, 2004; Gnyawali et al., 2009) , the 39 potential for a subsidiary to exploit their local environment through developing subsidiary entrepreneurship has been 40 underexplored (Young and Tavares, 2004) .
41
The ability of subsidiaries to access knowledge, ideas and opportunities within their specific environments (Andersson et al.,
Subsidiary autonomy
133
The autonomy of a subsidiary unit relates to its freedom to make decisions on its own, independently of its parent, 134 (Birkinshaw et al., 1998; Young and Tavares, 2004) . As global responsibilities are increasingly devolving from headquarters to 135 selected subsidiaries (Hedlund, 1986) , they enjoy greater management discretion (Gupta et al., 1999) and an enhanced ability to 136 determine subsidiary strategy (Cantwell and Mudambi, 2005) . Different MNC approaches to managing individual subsidiaries, 137 (Kim et al., 2005 Q8 ) are reflected in diverse co-ordination mechanisms and result in varying levels of subsidiary autonomy (Martinez 138 and Jarillo, 1991). Information asymmetry between headquarters and subsidiary management as to the details of the latter's assets 139 (Watson O'Donnell, 2000) also means local subsidiary management are more effective in determining how to maximise the 140 benefit from utilising subsidiary resources. Increased autonomy also requires subsidiary management to be able to think 141 strategically, to be capable of exploiting competencies and maximising opportunities (Andersson et al., 2007) , so that their 142 contribution-especially in the area of strategy creativity-should be directly related to their autonomy. 
External focus
144
A subsidiary's access to information and learning, as well as its ability to innovate, are influenced by both its internal 145 relationships (within its MNC) and its external contacts (Cohen and Levinthal, 1990; Lee et al., 2001; Almeida and Phene, 146 2004). Prior research on the subsidiary's internal environment has concentrated mostly on how subsidiaries challenge for 147 internal activities or the impact of charter loss (Galunic and Eisenhardt, 1996) , rather than on whether the subsidiary is more 148 internally or externally focused. Opinions differ on this debate. Birkinshaw et al. (2005, pp. 228) environment in which no-one feels he or she can afford … even a momentary drop in the bottom-line'.
167
Taken together, these considerations lead to the following hypotheses on the effects of subsidiary level context elements:
168
Hypothesis 1-1. Subsidiary autonomy will be positively associated with subsidiary strategy creativity, initiative generation and 169 performance.
performance.
172
Hypothesis 1-3. A strategically focused reward system will be positively associated with subsidiary strategy creativity, initiative 173 generation and performance. 
Direct effects of entrepreneurial orientation
175
While there remains considerable debate regarding which variables promote the entrepreneurial processes of opportunity 176 recognition and exploitation, 'most scholars readily acknowledge the importance of these processes in generating value for firms 177 and their owners' (Zahra et al., 2006, pp. 919) . The literature provides theoretical arguments to support the direct relationship 178 between entrepreneurial orientation and performance, but these have only been subject to testing at the subsidiary level in 179 relation to initiative generation (Birkinshaw, 1997; Birkinshaw et al., 1998) (Nelson and Winter, 1982; March, 1991) , and their traditional 'mental frameworks' to gather 186 and analyse information. The ability to initiate change and to react rapidly to dynamic environments is associated with 187 entrepreneurial rather than conservative organisations (Naman and Slevin, 1993) . More entrepreneurial management styles-a 188 greater propensity to take risks, to be proactive and innovative, to be 'freer' in thinking and behaviour-will exhibit greater 189 strategy creativity and be less constrained in terms of generating new 'strategic options' (Miller, 1993) . Andrew and Smith's 190 (1996) empirical study-which found a positive relationship between entrepreneurial orientation and strategy creativity at the 191 individual level-lends some support to the notion that this effect will be replicated at the group/management level, where the 192 inherently pioneering nature of entrepreneurship can be expected to generate more creativity in strategy terms. 
Subsidiary entrepreneurship and initiative generation
194
The literature to date has perceived innovation as a key dimension of entrepreneurial orientation. However, this research 195 assumes that innovativeness is both a feature and the result of the subsidiary's entrepreneurial orientation, and that the broader 196 aspects of innovativeness will result in the generation of initiatives. Initiative generation has long been considered as critical for 197 economic development for both organisations and economies (Christensen, 2003) . Whereas single business initiatives are likely to 198 be reflected in growth-or enhanced financial position-for the firm, in the case of subsidiaries it also involves actions which 199 improve the subsidiary's standing or role within the MNC. The theoretical literature (and even the popular press) suppose a positive relationship between entrepreneurial orientation 202 and financial performance (Covin and Slevin, 1988; Lumpkin and Dess, 1996; Zahra, 1991) , to the extent that: 'there often seems to 203 be a strong normative bias towards the inherent value in entrepreneurial behaviour, and an assumption or explicit depiction of a 204 positive relationship between behaviour and desired organisational outcomes' (Dess et al., 1997, p. 678) . The benefits of this 205 entrepreneurship are expected to lead to competitive advantage and improved performance irrespective of environmental 206 conditions (Hurley and Hult, 1998; Russell, 1999) . Zahra et al. (1999, p. 169) note that 'the empirical evidence is compelling that 207 corporate entrepreneurship improves company performance by increasing the firm's proactiveness and willingness to take risk,
208
and by pioneering the development of new products, processes and services'.
209
In terms of the effects of subsidiary level entrepreneurial orientation on outcome contributions, we hypothesise that:
210
Hypothesis 2-1. Subsidiary entrepreneurial orientation will be positively associated with subsidiary strategy creativity.
211
Hypothesis 2-2. Subsidiary entrepreneurial orientation will be positively associated with subsidiary initiative generation.
212
Hypothesis 2-3. Subsidiary entrepreneurial orientation will be positively associated with subsidiary performance. that the ability to be creative in maximising the benefit gained from resources is a core entrepreneurial function. Embedded 217 behaviours are expected to constrain subsidiaries to formulate strategy consistent with their normal 'psychological set' (Smart and 218 Vertinsky, 1984) even if management both recognises the need for-and is willing to-change (Karagozoglu and Brown, 1988) . The 219 influence of this 'embeddedness' on managerial processes is widely believed at the anecdotal level, despite (with some notable 220 exceptions, including Barringer and Bluedorn, 1999 and Dess et al., 1997) being largely untested. However, even given these inertial patterns of behaviour, in general terms it can be reasonably expected that an entrepreneurial orientation at the subsidiary 222 level will amplify the effectiveness of contextual factors that promote initiative generation and strategy creativity. Fig. 1 223 summarises the proposed mediated relationships. While autonomy is critical in enabling the development of either strategy or business (product/service-level) initiatives, a 226 more conservative subsidiary will not exhibit the level of risk taking, proactiveness and innovativeness needed to translate the 227 benefits of autonomy into generating valuable contributions, but (as Miller, 1993, pp. 124 notes) is more likely to ally with 228 'conventional courses of action' and 'traditional solutions'. In contrast, we would argue that a positively entrepreneurial 229 orientation-i.e. subsidiary entrepreneurship-will act as a 'generative mechanism' allowing the subsidiary to benefit from the 230 freedom to utilise its resources so as to respond strategically, exploit its opportunities and capitalise on its competencies, which 231 should translate into more creative strategies, the generation of more initiatives and stronger performance. and others (Slater and Narver, 1995) . However, it is argued that more entrepreneurial subsidiaries will be better placed to exploit 235 this knowledge in terms of both initiative generation and strategy creativity, for, as Webster (1994) has contended, more 236 entrepreneurial organisations have a broader concept of organisational culture and build an 'overwhelming pre-disposition' 237 towards innovative responsiveness. As a result, it is proposed that an entrepreneurial orientation will positively translate to the 238 benefits of the subsidiary's external focus into valuable subsidiary contribution. term focused reward systems (Zahra, 1996) , as there can be significant time lags between entrepreneurial activities and their 246 eventual pay off. We suggest that the benefits of a reward system promoting longer term strategic behaviour will be amplified by 247 the subsidiary's entrepreneurial orientation, and that an emphasis on strategic controls is 'consistent with the entrepreneurial 
250
We make the following hypotheses with regard to the mediating effects of subsidiary entrepreneurship: subsidiaries from our targeted population, addressing the key variables in our study increases our confidence that common 282 method variance is not an issue.
283
SEM was utilised in view of its superiority in analysing simultaneous relationships between multiple dependent constructs. We (Hair et al., 1998) , and all measurement distributions were assumed to be normal at the 99% confidence level. Support for 290 the acceptability of the data is also provided by Tabachnick and Fidell's (2001) Factor Analysis (CFA), but an initial poor model fit suggested the existence of sub-factors within the construct. Two factors were 299 found to provide the best fit, with some item deletion as per Table 2 . • To measure strategic reward systems, respondents were asked to rate the degree to which their compensation package was linked 301 to various types of monitoring mechanisms associated with long term strategic issues. Questions were adapted from a 302 percentage type scale utilized by Watson O'Donnell (2000) , and the resultant fit was good.
303
• To operationalise the external environment variable, and capture the subsidiary's strategic focus on its external business 304 environment, seven items utilised by Antoncic and Hisrich (2001) were adapted to create new measures, and item deletion was 305 used to arrive at the final operationalisation (see Table 2 ).
306
• The original three dimensional entrepreneurial orientation scale-incorporating innovativeness, risk taking and proactiveness-307 initially developed by Khandwalla (1977) , and refined by Miller and Friesen (1982) and Covin and Slevin (1989) After several CFA iterations, a three factor model emerged as fitting the data best. However during the structural modelling 314 phase, the measurement items were found to cross-load onto many of the other constructs under investigation. This was perhaps 315 to be expected, as entrepreneurial orientation taps into a wide variety of issues relating to corporate performance and other 316 antecedent and outcome constructs. Since entrepreneurial orientation was the construct of interest in this study, it was decided to 317 utilise the CFA to create composite variables for the three sub-factors by averaging the scores on the individual items (Covin et al., 318 2006), and these were then used in the measurement model (Table 2) . 
Contribution measures
320
• The strategy creativity measure was based on Menon et al. 's (1996) rule breaking creativity items, adapted to the subsidiary unit 321 of analysis. Depending on the item content, one factor was hypothesised.
322
• The measure for the initiative generation construct was adapted from Birkinshaw et al. (1998) Q12 to capture initiatives undertaken 323 by the subsidiary, from competing for internal opportunities to product development. Respondents were asked to measure 324 their initiative-taking over the previous 5 years and to anticipate their level over the next 5 years. We initially used CFA to 325 create a temporal model with two distinct time related factors, but (as it gave rise to Heywood cases) then decided to 326 concentrate on past initiatives, which had the same time frame as the creativity and performance variables and produced a 327 good CFA fit.
328
• In terms of firm performance, the potential level of bias in self reported operationalisations has been widely reported (Boyd et al., indicators (even if they were available at subsidiary unit level) would be heavily influenced by industry-related factors, which- relationships between all the antecedent and outcome constructs.
360
As most models take performance as the sole dependent outcome, alternative models were developed incorporating initiative between the contextual variables (including entrepreneurship) and performance.
365 Table 3 shows the results of the main relationships in the final model. The direct relationship between subsidiary context and 366 entrepreneurship is presented first, and the second data column depicts the relationship between the context construct and 367 entrepreneurship, with the final data column showing the relationship between entrepreneurship and the subsidiary contribution 368 construct. Significant values in both the second and third data columns indicate that the relationship is fully mediated.
369
The environmental threat variable was significant in terms of performance (−0.40***), creativity (0.21**), and initiative
370
(0.46***) but-most surprisingly-was not significant in terms of its effects on entrepreneurship. While this supports the notion 371 that the environment affects organisational performance regardless of entrepreneurial orientation (Wiklund and Shepherd, 2003) ,
372
it contrasts with strong empirical endorsement for a positive relationship at the firm level between environmental hostility and (Birkinshaw, 1997; Hewett et al., 2003; Rugman and Verbeke, 2003; Taggart, 1998) Our results also have strong theoretical implications. Most interestingly, the empirical evidence supports strong direct 416 associations between subsidiary entrepreneurship and strategy creativity, initiative generation and performance. This 417 contribution endorses subsidiary level anecdotal evidence, and suggests that local (and corporate) management should focus 418 on enhancing subsidiaries' enthusiasm to be risk taking, proactive and innovative. However, Mudambi and Navarra's (2004) 419 caution that entrepreneurial subsidiaries may be a source of competitive advantage that the MNC is unable to leverage, due to the 420 level of power such subsidiaries often enjoy within the organisation, should be borne in mind.
421
The limited significant direct associations between context and contribution highlight how difficult it is for MNC headquarters' 
Implications
458
Despite these limitations, our study has important implications for mangers at MNC headquarters and at their subsidiaries, 459 both of whom wish to enhance subsidiary contributions, albeit from different motives. This study confirms that subsidiary 460 entrepreneurship can be a powerful determinant of subsidiary contribution, amplifying the relationship between subsidiary 461 context and performance. This original finding effectively means that entrepreneurial subsidiaries will be better placed to exploit a 462 favourable subsidiary context to generate more contribution.
463
It also provides strong evidence that management should consider both the direct and indirect effects of manipulating 464 subsidiary context. The significant direct relationship between external focus and initiative generation supports the need for 465 subsidiary managers to build and maintain strong relationships with industry groups, academic institutions and lead users.
466
Webster (1994, pp. 14) observes that where managers develop a broader concept of organisational culture that focuses the 467 subsidiary 'outward-on its customers and competitors- [it] creates an overwhelming pre-disposition toward entrepreneurial and 468 innovative responsiveness to a changing market'. The role of entrepreneurship in promoting strategy creativity also enhances 469 management's ability to 'hedge their bets with a diverse set of competitive methods and to employ more comprehensive business 470 strategies' (Miller and Chen, 1996, pp. 424) . Mechanistic approaches to strategic planning should not be as great a threat to 471 entrepreneurial subsidiaries that develop more creative strategies.
472
From a headquarters' perspective, a richer understanding of the effects of the mechanisms they apply should assist in 473 maximising the potential benefits from the resource allocations, managerial attention and organisational commitment MNCs give 474 to their foreign operations. This paper demonstrates that, while it may be difficult for headquarter's management to manipulate 475 performance and contribution directly, benefits can be obtained when favourable contextual factors are combined with an 476 entrepreneurship at the subsidiary level. Headquarters must be aware of the need for balance allowing sufficient autonomy to 477 enable entrepreneurship with limiting its potential agency implications. This is particularly relevant in the current economic 478 climate when Western subsidiaries are increasingly vulnerable to headquarters shifting their activities to low cost locations.
479
In conclusion, we found that subsidiary entrepreneurship enhances the relationship between subsidiary context and subsidiary 480 strategy creativity and performance. This is an important contribution to our understanding of the role of entrepreneurship in 481 MNC subsidiaries. 
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